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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

* * * * 

In the Matter of: 

AN ADJUSTMENT OF RATES OF 1 
WILLIAM DOHRMAN, 1NC.r FALLS ) CASE NO. 9065 
CREEK SEWAGE TREATMENT PLANT 1 

O R D E R  

On May 22, 1984, William Dohrrnan, Inc. - Falls Creek Sewage 

Treatment Plant ( ' F a l l s  Creek') filed an application with the 

Commission to increase its sewer rate pursuant to 807 KAR 5 ~ 0 7 6 .  

T h i s  regulation permits utilities with 400 or fewer customers or 

$200,000 or less gross annual revenues to use the alternative 

filing method to minimize t h e  necessity for formal hearings, to 

reduce filing requirements and to shorten the time between the 

application and the Commission's final Order. This procedure 

minimizes rate case expenses to the utility and, therefore, 

results in lower rates to the ratepayers. 

Falls Creek requested rates to produce an annual increase 

of $13,582. Falls Creek stated that the plant had sustained 

operating losses for several yeare and that the increase waa 

necessary to enhance the financial position of the plant. In this 

Order the Commission has granted the requested rate. 

TEST PERIOD 

The Comrnisnion h a s  accepted t h e  12-month period ending 

December 31, 1983, as the test period in this c a m .  



REVENUES AND EXPENSES 

F a l l s  Creek had a n e t  operating lose of $21,679 for t h e  

tes t  p e r i o d .  I n  o r d e r  t o  ref lect  c u r r e n t  o p e r a t i n g  c o n d i t i o n s ,  

Falls Creek proposed numerous  a d j u s t m e n t s  to e x p e n s e s  r e s u l t i n g  i n  

a n e t  o p e r a t i n g  lass of $22,396. The appropriate l e v e l  of n e t  

o p e r a t i n g  loss as d e t e r m i n e d  by  t h e  Commission is $9,769. 

The Commission h a s  a c c e p t e d  F a l l s  Creek's pro forma 

r e v e n u e 8  a n d  expenses w i t h  t h e  following a d j u s t m e n t a t  

Revenue Normalization 

For t h e  test  period F a l l s  Creek had o p e r a t i n g  r e v e n u e  of 

$16,226 from 8 5  c u s t o m e r s .  The d e s i g n e d  capaci ty  of t h e  system is 

108 customers. Falls C r e e k  s t a t e d  t h a t  new c u s t o m e r s  are 

c u r r e n t l y  b e i n g  c o n n e c t e d  to  t h e  s y s t e m ,  t h a t  1 0 1  customers are 

c u r r e n t l y  c o n n e c t e d ,  and t h a t  the s y s t e m  w i l l  be a t  or near 

capacity w i t h i n  t h e  next 4 to  6 months. Therefore, Fa l l s  Creek's 

actual test p e r i o d  revenues have  been n o r m a l i z e d  i n  t h e  amount of 

$4,380,  for t o t a l  o p e r a t i n g  revenue of $ 2 0 , 6 0 6 , l  to r e f l e c t  t h e  

t o t a l  r e v e n u e  g e n e r a t e d  based o n  t h e  des ign  capacity.  

D e p r e c i a t i o n  Expense 

F a l l s  Creek had depreciation e x p e n s e  for t h e  tes t  period of 

$10,640. The Commission in C a s e  NO. 70732 adjusted F a l l s  C r e e k ' s  

d e p r e c i a t i o n  e x p e n s e ,  s t a t i n g  t h a t  t h e  sewage p l a n t  e x p a n s i o n  

108 customers X $15.90 X 1 2  = $ 2 0 , 6 0 6 .  

2 The Application of W i l l i a m  Dohrman, I n c o r p o r a t e d ,  f o r  a 
C e r t i f i c a t e  of Conven ience  and  Necessity A u t h o r i z i n g  i t  t o  
Extend a Sewage T r e a t m e n t  P l a n t  and for a n  O r d e r  A u t h o r i z i n g  
it to Increase t h e  R a t e  i t  C h a r g e s  for t h e  C o l l e c t i o n ,  
T r e a t m e n t ,  and  DiSpoSi t iOn  of S a n i t a r y  Sewage. 
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a u t h o r i z e d  i n  Case No. 7073 would be recouped from lot sales by 

William DOhnnan, I n c . ,  and would t h u s  be c o n t r i b u t e d  p r o p e r t y  t o  

F a l l s  Creek.  The Commission 's  p o l i c y  is t o  d i s a l l o w  d e p r e c i a t i o n  

e x p e n s e  on c o n t r i b u t e d  p r o p e r t y  as t h e  u t i l i t y  s h o u l d  n o t  be 

p r o v i d e d  r e c o v e r y  on t h a t  p o r t i o n  of t h e  p l a n t  which has been  

p r o v i d e d  free of cost. F a l l s  Creek  i n  t h i s  p r o c e e d i n g  was a s k e d  

to p r o v i d e  e v i d e n c e  t o  i n d i c a t e  t h a t  t h e  Commission~s a d j u s t m e n t  

i n  C a s e  No. 7073 was i n a p p r o p r i a t e  but f a i l e d  t o  do SO. 

Therefore, the Commission has d e c r e a s e d  F a l l s  C r e e k ' s  d e p r e c i a t i o n  

e x p e n s e  by $ 7 , 2 7 5  to  e x c l u d e  d e p r e c i a t i o n  e x p e n s e  on  p l a n t  r e l a t e d  

to  t h e  t h i r d  and  f i n a l  d e v e l o p m e n t a l  phase of t h e  F a l l s  Creek  

e x p a n s i o n .  3 

I n  a d d i t i o n ,  F a l l s  Creek's d e p r e c i a t i o n  s c h e d u l e  i n d i c a t e d  

that pumps, motors, and  o t h e r  equ ipmen t  are b e i n g  d e p r e c i a t e d  over 

a 5-year period. Falls Creek  s t a t ed  t h a t  t h e  5-year l i f e  a s s i g n e d  

to  this p l a n t  was c o n s i d e r e d  r e a s o n a b l e  b e c a u s e  of the  c o n s t a n t  

o p e r a t i o n  of t h i s  equ ipmen t .  The Commission's e n g i n e e r i n g  6taff  

has i n d i c a t e d  t h a t  s u c h  i t e m s  would be  more a p p r o p r i a t e l y  e x p e n s e d  

o v e r  a 15 to 20-year period. However, t h e  Commission w i l l  accept 

useful life e s t i m a t e s  a s  proposed by Falls Creek because 

d e p r e c i a t i o n  e x p e n s e  h a s  a l r e a d y  been  a d j u s t e d  for contributed 

p r o p e r t y .  However, Falls Creek  is a d v i s e d  t h a t  i n  f u t u r e  rate 

p r o c e e d i n g s  t h e  Commission may a d j u s t  depreciation expense in 

See D e p r e c i a t i o n  Schedule  i n c l u d e d  in the Application €or R a t e  
Ad jus tmen t  filed May 22, 1984. 
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i n s t a n c e s  where it is of the opinion t h a t  F a l l s  Creek ' s  u s e f u l  

l i f e  estimates a re  i n a p p r o p r i a t e .  

Hanagement Fee 

Falls Creek  proposed to i n c r e a s e  i ts management fee from 

$600 t o  $1,190 based upon a s t a n d a r d  of 5 p e r c e n t  of a n n u a l  

r evenues  collected. Falls Creek  s t a t e d  t h a t  t h i s  basis  is 
s t a n d a r d  i n  the real e s t a t e  industry and t h a t  the r e s p o n s i b i l i t i e s  

and  d u t i e s  of managing r e n t a l  property are comparable to t h o s e  of 

operating a sewer u t i l i t y .  The Commission h a s  accepted t h e  

p roposed  a d j u s t m e n t  b e c a u s e  t h e  t o t a l  l e v e l  of e x p e n s e  proposed of 

$1,490 is r e a s o n a b l e  in t h i s  i n s t a n c e .  However, t h e  Commission 

does not c o n c u r  with F a l l s  C r e e k ' s  c o n t e n t i o n  t h a t  a p e r c e n t a g e  

s t a n d a r d  for management fees is n e c e s s a r i l y  appl icable  t o  sewer 

u t i l i  t i es .  

B i l l i n g  Costs 

F a l l s  C r e e k  proposed t o  i n c r e a s e  tes t  period b i l l i n g  costs 

of $193 b y  $972 i n  order to re f lec t  current b i l l i n g  costs. In 

response to a n  i n f o r m a t i o n  request,' F a l l s  C r e e k  stated that  t h e  

pro forma i n c r e a s e  was based on t h e  L o u i s v i l l e  Water Company 

charge to  perform b i l l i n g  f u n c t i o n s .  F a l l s  Creek f u r t h e r  a t a t e d  

t h a t  t h i s  b i l l i n g  was d o n e  i n t e r n a l l y  by o f f i c e  p e r s o n n e l .  

Therefore, as no evidence was provided of an a c t u a l  i n c r e a s a  i n  

b i l l i n g  costs, t h e  Commission has rejected t h i s  a d j u s t m e n t  i n  

a c c o r d a n c e  w i t h  its po l i cy  of accepting only known and m e a s u r a b l e  

increases in test period e x p e n s e s .  

' Response  t o  S taf f  R e q u e s t  No. 1 da ted  J u n e  1 2 ,  1984, item ( 8 ) .  
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T h e r e f o r e ,  Falls Creek's adjusted t e s t  period Operations 

are as follows: 

F a l l s  C r e e k  Commission Comm i ss i o n  
A d j u s t e d  A d j  us tmen ts Ad j u s  t e d  

$ 4,380 $ 2 0 , 6 0 6  O p e r a t i n g  Revenues  $ 16,226 
O p e r a t i n g  Expenses  38,622 <8,247> 30 8 375 

O p e r a t i n g  Income ( loss)  $ < 2 2 r 3 9 6 >  $ 12,627 $ <9,769> 

REVENUE REQUIREMENTS 

The Commission is of t h e  o p i n i o n  t h a t  F a l l s  C r e e k ' s  

a d j u s t e d  o p e r a t i n g  loss is u n f a i r ,  u n j u s t  and  u n r e a s o n a b l e .  

F u r t h e r ,  t h e  Commission is of t h e  o p i n i o n  t h a t  the proposed ra te  

s h o u l d  be a p p r o v e d  a s  t h e  a d d i t i o n a l  r e v e n u e s  of $9,202 g e n e r a t e d  

by the proposed rate will improve Falls Creek's flnancfal 

p o s i t i o n .  

SUMMARY 

The Commission, a f te r  c o n s i d e r a t i o n  of t h e  e v i d e n c e  of 

record and b e i n g  a d v i s e d ,  is of the opinion and f i n d 6  t h r t t  

1. The rate i n  Appendix A is t h e  f a i r ,  j u s t ,  and  

r e a s o n a b l e  rate to charge for w a t e r  s e r v i c e  r e n d e r e d  by P a l l s  

C r e e k  i n  t h a t  I t  s h o u l d  improve F a l l s  C r e e k ' s  f i n a n c i a l  p o s i t i o n .  

I T  IS THEREFORE ORDERED t h a t  t h e  ra te  proposed by Falls 

Creek and  c o n t a i n e d  i n  Appendix A be and i t  hereby is approved for 

sewage t r e a t m e n t  s e r v i c e  r e n d e r e d  by F a l l s  C r e e k  o n  and  after t h e  

date of t h i s  O r d e r .  

I T  IS FURTHER ORDERED t h a t  w i t h i n  30 d a y s  of t h e  date  of 

t h i 6  Order Falls C r e e k  shall file i ts  revised t a r i f f  sheets 

s e t t i n g  f o r t h  t h e  ra te  a p p r o v e d  h e r e i n .  
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. .  

Done at F r a n k f o r t ,  Kentucky, t h i s  19th day of September, 1984. 

PUBLIC SERVICE COMMISSION 

2 miss o er  

ATTEST: 

- Secretary 



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COMMISSION IN CASE NO. 9065 DATED 9/19/84 

The following rate i a  prescribed for customers in t h e  

area served by William DOhrman, I n c .  - Falls Creek Sewage 

Treatment P l a n t  l o c a t e d  i n  J e f f e r s o n  County,  Kentucky. A l l  

o t h e r  rates and charges n o t  s p e c i f i c a l l y  ment ioned h e r e i n  

shall remain the same a s  those i n  effect under authority of 

the Commission prior to the effective date of t h i s  Order. 

RATE: Monthly 

Single Family Residential $23.00 


